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SOMALIA - KEY ECONOMIC INDICATORS 


1980 


Income and Production” 


GDP at current factor cost 

(U.S. dollar millions) 1336 1637 
GDP per capita (U.S. dollars) 280 335 
Population (millions) 4.75 4.87 
Labor Force (millions) Zeid 2220 


Money and Prices? 


- (In millions of Somali Shillings) 


Money Supply (money plus 


quasi-money) 


3381 4421 


Mogadishu CPI (at year-end) 258 323 


Interest Rates: 
Discount Rate 


Commercial Loans 


Government Finance 


Revenue 


3 


4.0 6.0 
6.0-12.5 10.0- 
12.5 
- (In millions of Somali Shillings) 


1421 2263 


Grants (excluding grants 


in-kind) 
Expenditures 


463 97 
3073 3382 


Overall Surplus/Deficit -1188 -1022 


19821 


% change 


1981 - 82 


Financing: 
Foreign (net) 504 681 
Domestic (net) 684 341 


Balance of Payments * - (In millions of U.S. Dollars) 


Exports L33 139 
-- To U.S. oie sz - 
Imports 348 427 
-- From U.S. ae 59 47 
Private Transfers (net) ST 64 EEE 


Current Account Balance -136 -77 -145 
Overall Balance -28 -13 -49 


Gross Banking System Reserves 84 135 n/a 
Net Foreign Assets of the 

Banking System 23 10 -39 
External Debt 902 1040 
Debt Service Payments 9.2 27.6 20.0 


5 6.295/ 16.5/SDR 


12.590 


Exchange Rate 


1 all 1982 figures are estimates. 

From "Development Strategy and Programme," the Ministry of National Plan, 
November 1982. 

From "Somalia - Recent Economic Developments." The International Monetary 
Fund, February 7, 1983; all figures in current shillings (including devaluation 
effects). 

From the Central Bank of Somalia. 

5 Split rate in 1981; change in peg from U.S. dollar to SDR in 1982. 
“De 





Background and Summary 


Somalia has made significant economic progress over the past 2 years. 
Working successfully under a series of IMF stand-by agreements, it has 
taken the first steps toward a more liberal economic order, devaluing 
twice, restraining government expenditures, and relinquishing govern- 
ment control over some portions of the economy. Responding to these 
measures and an unusual sequence of drought-free years, real economic 
growth, which had stagnated throughout the 1970's at a 2.7 percent 
average annual rate, rebounded to 5 percent in 1981 and 9 percent in 
1982. Inflation over the same period dropped to less than half its 
previous rate. Significant problems remain, particularly in regards 
to the balance of payments, where inadequate incentives have stifled 
export growth, and private sector savings and investment, which have 
been slow to respond to the new opportunities being opened up by 
changes in the Government's policies. On balance, however, the econ- 
omy's Overall performance has been positive. With a continued program 
of economic reform and continued aid support, it can be expected to 
remain positive for some years to come. 


Domestic Production 


Responding to the program of reforms introduced by the Government, a 
second straight year of good weather, and higher levels of external 
assistance, real domestic production appears to have increased rapidly 
in 1982. Overall estimates suggest a 9 percent increase in real GDP, 
with agriculture posting an 18 percent gain over 1981 and industry a 


6 percent increase. 


Leading the expansion was a rapid increase in both crop and livestock 
production. Crop production, benefiting from good weather, higher 
farmgate prices and more open food-grain marketing arrangements, was 
up 15 percent. Sesame (57,000 metric tons), sorghum (235,000 metric 
tons) and rice (20,000 metric tons) all posted all-time highs, as did 
vegetable production, which, as measured by the Ministry of Agricul- 
ture, quintupled in 1982 to 102,000 metric tons. Maize production 
(150,000 metric tons) was off slightly, as lands were shifted into 
other crops, but banana and sugarcane production both increased. In 
the case of bananas, Somalia's major export crop, the impact of two 
devaluations and improved supplies of fertilizer and pesticides pushed 
overall output up 34 percent to 79,000 metric tons in 1982; while, in 
the case of sugarcane, higher prices and the increased demand provided 
by the newly opened Juba Sugar Complex helped prompt a 50 percent in- 
crease in production to 535,000 metric tons in 1982. In the livestock 
sector, the source of 35 percent of Somalia's GDP, output was up an 
estimated 20 percent as herds were rebuilt from their drought-stricken 
levels of 1979 and 1980. 


The performance of Somalia's small industrial sector was mixed in 
1982. Overall, performance was up, as a resumption of operations at 


Somalia's single oil refinery (made possible by a crude oil grant from 


a 





Saudi Arabia) and an increase in production at the new Juba Sugar 
Complex offset relatively weak performances by most other industries. 
Capacity utilization, however, remained low throughout the sector, de- 
pressed by foreign exchange shortages and the weak financial condition 
of the public sector enterprises which dominate the sector. Recogniz- 
ing the problems of the public sector enterprises, which now account 
for almost 80 percent of value added in manufacturing, the Government 
of Somalia has begun to consider divestment for several. It has also 
taken some preliminary steps to raise procurement and sales prices to 
more economic levels, to lower taxes, and to improve management and 
accountability. Instituted only in 1982/1983, however, and represent- 
ing only partial measures in most cases, the effects of these reforms 
have yet to be reflected in increased production. 


Production estimates for 1983 are not yet available. Overall, how- 
ever, real GDP growth is not expected to exceed 4 to 5 percent as the 
recovery from the 1979-80 drought levels off and the strict demand- 
management policies of Somalia's IMF agreement take hold. 


Development 


Badly disrupted by the financial crisis of 1979 and 1980, and the Govern- 
ment's subsequent austerity program, Somalia's public investment pro- 
gram has yet to entirely regain its feet. Disbursements under the 
program slipped to only $155 million in 1981, almost $90 million short 
of the $244 million disbursed in 1978. Disbursements recovered some- 
what in 1982, as the public financial position improved and aid flows 
increased, but, as a percent of GDP, still fell far short of the 15 
percent average which Somalia had maintained throughout the 1970's. 
Private sector savings and investment also recovered from the negative 
levels of 1979 and 1980, but remained low (only 12 percent of GDP in 
1981) and concentrated in inventories (i.e., rebuilt herds and food- 
grain stocks). 


To regain some of the momentum lost during the 1979-80 period, the 
Government of Somalia, during the summer and fall of 1982, put to- 
gether a highly ambitious 5-year plan for the 1982-86 period. Public 
investment expenditures were to total $2.3 billion under this plan, 
divided up among agriculture (51 percent), infrastructure (19 per- 
cent), industry (ll percent) and other (19 percent). Major products 
were to include the Bardera Dam (26 percent of all expenditures), the 
Barbera Cement Plant, and a new refinery. The plan itself, however, 
was never fully funded and several questions were raised about its 
overall feasibility. As a consequence, the Government of Somalia is 
now working closely with the World Bank to put together a new 3-year 
plan for the 1984-86 period more narrowly focused on short-gestation 
projects in the rapidly growing agricultural sector. 


Parallel to this effort to reorient its public investment program, the 
Somali Government also has taken some initial steps to mobilize pri- 
vate savings and involve the private sector more fully in the economy. 
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Land leasing policy has been liberalized, interest rates on savings 
accounts raised, credit allocations to the private sector have been 
stepped up, and public sector monopolies on imports and the internal 
trade in foodgrains eliminated. In addition, the Government has re- 
peatedly expressed its interest in foreign private investment, offer- 
ing attractive and flexible packages of investment incentives and 
guarantees for specific projects. Nine U.S. companies are now opera- 
ting in Somalia (seven in oil exploration, one in shipping, and one in 
agriculture) and more can be expected in the near future. 


Budget and Fiscal Policy 


While still weak, the Government's financial position was considerably 
improved in 1981 and 1982 over the crisis years of 1979 and 1980. 
Steep increases in revenue and tight expenditure controls reduced the 
overall deficit to only 30 percent of expenditures in 1981 and 25 per- 
cent in 1982, while, at the same time, a rapid buildup in external 
grants and loans largely removed the necessity for domestic banking 
system finance. Unbacked borrowings from the banking system totaled 
only 10 percent of expenditures in 1981, while, in 1982, a near dou- 
bling in external grants and loans permitted the Government to retire 
a portion of its internal debt. 


For 1982, the IMF's preliminary forecast is for a continued improvement 
in the public finances. The Government of Somalia is obligated under 
its agreement with the IMF to reduce its outstanding credit with the 
banking system by 13 percent, and, as of June 1983, it appeared likely 
that the Government would be able to hit this target. 


Monetary Policy 


Somalia adopted an extremely tight monetary policy in 1981 and 1982, 
holding the growth in net domestic credit to only 17 percent in 1981 
and only about 15 percent in 1982. With the rapid resurgence in agri- 
cultural production, that decline helped moderate inflationary pres- 
sures in the economy. Inflation, as measured by the Mogadishu Con- 
sumer Price Index (CPI), reached an average annual rate of near 60 
percent in 1980, but declined to only 44 percent in 1981 and less than 
25 percent in 1982. At the same time, as a consequence of the tight 
fiscal policies pursued by the Government, credit allocations within 
the economy shifted strongly in favor of the private sector. In stark 
contrast with earlier patterns, which had left the private sector 
holding only 12 percent of all outstanding banking system credit, 60 
percent of all new domestic credit allocated in 1982 accrued to the 
private sector. 


For 1983, monetary policy is expected to continue extremely tight, 
with net domestic credit programmed to increase by only 5 percent. 
Inflation, in the face of this limited money supply growth, is expec- 
ted to decline’ to an average annual rate of only 12 percent. 


~ 





Balance of Payments 


After a sharp improvement in 1981, based almost entirely on a reduced 
demand for imports, Somalia's balance of payments deteriorated sharply 
in 1982, as the abolition of parallel market imports and the imposi- 
tion of a steep 25 percent tax on livestock exports undermined export 
incentives and depressed private foreign transfers. Exports totaled 
but $131 million in 1982 ($2 million less than in 1980), while private 
remittances dropped to only $11 million (less than one-fifth the level 
in 1981). Reflecting these developments, both the balance on current 
account ($145 million) and the overall balance of payments ($49 mil- 
lion) sank deeply into deficit. For 1983 the Government of Somalia is 
hoping for a slight improvement in the balance of payments (a deficit 
of only $40 million) based on a slight decline in imports, a modest 
increase in exports and remittances, and continued high aid inflows. 


Aid, Debt, and Debt Service 


Disbursements of grants and loans to Somalia from all official sources 
for all uses (refugees, development, and monetary assistance) in- 
creased rapidly over the past 4 years, rising from slightly less than 
$200 million in 1979 to close to $400 million in 1982. Grants ac- 
counted for about 40 percent of this assistance and loans, including 
loans from monetary funds such as the IMF and the Arab Monetary Fund, 
for the balance. Major lenders and donors included Saudi Arabia, 
Kuwait, the United States, Italy, the Federal Republic of Germany, the 
EEC, the IBRD, the IMF, the Arab Fund for Economic Development, and the 
Islamic Development Bank. For 1983, total disbursements of grants and 
loans are again expected to total somewhere in the region of $400 
million. 


Paralleling the rapid increase in aid disbursements has been an 
equally rapid increase in Somalia's external debt. Between yearend 
1979 and yearend 1982, Somalia's total external debt rose to approx- 
imately $1,040 million, up $443 million from the $597 million level 
which had prevailed at the close of 1979. Thanks to extensive re- 
financing arrangements, however, primarily on the part of Middle 
Eastern lenders, who now hold slightly more than 50 percent of 
Somalia's external debt, debt service payments remained very modest-- 
only $27.6 million in 1981 (14 percent of earnings from exports of 
goods and services) and approximately $20 million in 1982 (11 percent 
of goods and service exports). However, debt service obligations are 
expected to rise rapidly over the next 3 years and, without further 
reschedulings, could reach 30-40 percent of exports of goods and 
service by 1986. 


Private Remittances 
Highly variable, depending on the political and economic climate in 
Somalia and the facilities offered to encourage transfers, remit- 


tances from the more than 100,000 Somalis now employed abroad peaked 


nin 





in 1978 (at $78 million) and again in 1981 (at $64 million), before de- 
clining with the abolition of parallel market imports to only $11 
million in 1982. Shocked by this decline, the Government of Somalia 

in January 1983 put together a new package of incentives, including a 

5 shilling premium on each U.S. dollar remitted, in-country foreign 
exchange accounts and import licensing preferences. To date, however, 
these new arrangements have met with only limited success. Remittances 
for 1983 are expected to total only about $30 million and it now seems 
likely to be several years before remittances again approach their 1981 
level. 


Exports 


While up from the depressed levels of 1981, export earnings in 1982 
fell far short of target; of all Somalia's exports, only bananas per- 
formed well. Exempt from export taxes and benefiting from two con- 
secutive devaluations, banana exports were up more than 50 percent in 
1982 in both volume (to 51,000 metric tons) and value (to $10 million). 
In contrast, livestock exports, the source of 80 percent of Somalia's 
export earnings, were up but 8 percent in value (to $106 million) as 
an 18 percent increase in volume was partially eaten up by the higher 
shipping costs associated with cattle exports from the country's 
southern half. Earnings from other products--hides and skins, fish 
and fish products, frankincense, and myrrh--also were largely flat, 
with new earnings in this category (+$5 million) entirely accounted 
for by new fuel oil exports made possible by a Saudi Arabian crude oil 
grant to Somalia's single oil refinery. 


For 1983, Somalia is now projecting a slight increase (to $145 mil- 
lion) in export earnings, largely concentrated in increased banana 

and "other" export earnings. Livestock earnings are expected to in- 
crease only 3 percent; however, even this modest increase may prove 
impossible, in the face of a ban on cattle imports from Africa imposed 
in May 1983 by Saudi Arabia (the market for 90 percent of Somalia's 
livestock exports). 


Imports 


Down 8 percent in 1981 as a result of that year's excellent harvest 
and the imposition of strict controls, Somalia's imports rebounded in 
1982 to their 1980 level. Imports for the year totaled $461 million, 
with food grains, edible oils, pharmaceuticals, petroleum and trans- 
port equipment claiming the largest shares. Major suppliers included 
Italy (35 percent of all imports), the United States (11 percent, 
mainly AID-financed commodities) and Great Britain. For 1983, imports, 
pressured by the oountry's tight foreign exchange situation, are ex- 
pected to total only about $450 million, divided up, in accordance with 
the Government's import priorities, among the same essential consumer 
goods, capital equipment, spare parts, and raw materials which charac- 
terized 1982's imports. 





Opportunities for U.S. Business 


A $15 million PL-480 loan and a $21 million USAID-financed Commodity 
Import Program will provide major trade opportunities for U.S. export- 
ers during 1983 and 1984. Eligible commodities under the PL-480 pro- 
gram will include wheat, rice, and food oils, while, under the Com- 
modity Import Program, eligible products will include the full range of 
industrial and agricultural raw materials, spare parts, and capital 
goods. Particularly promising products include transport and farm 
equipment, materials handling equipment, industrial chemicals, com- 
munications equipment, and military supplies. Investment opportunities 
exist in oil exploration, agriculture--particularly large-scale banana 
and citrus cultivation along the Juba and Upper Shebelle rivers-- 
fishing, livestock, tourism, and light manufacturing. With a further 
evolution in the economic climate in Somalia, opportunities for U.S. 
service companies may also open up in banking, insurance, and communi- 
cations. Finally, opportunities will continue to exist for U.S. con- 
sulting and engineering firms in aid-financed projects in part and 
road construction, irrigation and ground water development, and com- 
munications. U.S. firms who wish to do business in Somalia are 

advised to appoint a local agent. 


* U.S. GOVERNMENT PRINTING OFFICE: 1983-421-007:562 





